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and similar distributions to policy-
holders. Losses in the latter case may 
be deducted from ordinary income 
while the deduction for losses under 
subchapter P is limited to the gains. 
See section 1211. 

(2) Capital assets are considered as 
sold or exchanged to provide for the 
funds or payments specified in section 
822(c)(6), to the extent that the gross 
receipts from the sale or exchange of 
such assets are not greater than the ex-
cess, if any, for the taxable year of the 
sum of dividends and similar distribu-
tions paid to policyholders, and losses 
and expenses paid over the sum of in-
terest, dividends, rents, and net pre-
miums received. If, by reason of a par-
ticular sale or exchange of a capital 
asset, gross receipts are greater than 
such excess, the gross receipts and the 
resulting loss should be apportioned 
and the excess included in capital 
losses subject to the provisions of sub-
chapter P. Capital losses actually used 
to reduce net income in any taxable 
year may not again be used in a suc-
ceeding taxable year as an offset 
against capital gains in that year and 
for that purpose a special rule is set 
forth for the application of section 
1212. 

(3) The application of section 822(c)(6) 
may be illustrated by the following ex-
amples:

Example 1. The X Company, a mutual fire 
insurance company subject to the tax im-
posed by section 821, in the taxable year 1954 
sells capital assets in order to obtain funds 
to meet abnormal insurance losses and to 
provide for the payment of dividends and 
similar distributions to policyholders. The 
gross receipts from the sale are $60,000, re-
sulting in losses of $20,000. It pays dividends 
to policyholders of $150,000. It sustains losses 
of $25,000, and pays expenses of $25,000. It re-
ceives interest of $50,000, dividends of $5,000, 
rents of $4,000, and net premiums of $66,000. 
The excess of the sum of dividends, losses, 
and expenses paid ($200,000) over the sum of 
interest, dividends, rents, and net premiums 
received ($125,000) is $75,000. As the gross re-
ceipts from the sale of capital assets ($60,000) 
do not exceed such excess ($75,000), the losses 
of $20,000 are allowable as a deduction from 
gross investment income.

Example 2. If in example 1 the gross re-
ceipts were $76,000 and the last capital asset 
sold, for the purpose therein specified, re-
sulted in gross receipts of $2,000 and a loss of 
$500, the losses allowable as a deduction from 
gross investment income would be $19,750. 

The last sale made the gross receipts of 
$76,000 exceed by $1,000 the excess ($75,000) of 
the sum of dividends, losses, and expenses 
paid ($200,000) over the sum of interest, divi-
dends, rents, and net premiums received 
($125,000). The gross receipts and the result-
ing loss from the last sale are apportioned on 
the basis of the ratio of the excess of $1,000 
to the gross receipts of $2,000, or 50 percent. 
Fifty percent of the loss of $500 is deducted 
from the total loss of $20,000. The remaining 
gross receipts of $1,000 and the proportionate 
loss of $250 should be reported as capital 
losses under subchapter P.

Example 3. If in example 1 the X Company 
had mutual insurance company taxable in-
come for purposes of the surtax of $9,750 and, 
under the provisions of subchapter P, had 
capital losses of $18,000 and capital gains of 
$10,000, the net capital loss for the taxable 
year 1954, in applying section 1212 for the 
purposes of section 822(c)(6), would be $8,000. 
This is determined by subtracting from total 
losses of $38,000 ($18,000 capital losses under 
subchapter P plus $20,000 other capital losses 
under section 822(c)(6)) the sum of capital 
gains of $10,000 and losses from the sale or 
exchange of capital assets sold or exchanged 
to obtain funds to meet abnormal insurance 
losses and to provide for the payment of divi-
dends and similar distributions to policy-
holders of $20,000. Such losses of $20,000 are 
added to capital gains of $10,000, since they 
are less than taxable income for purposes of 
the surtax, computed without regard to 
gains or losses from sales or exchanges of 
capital assets, of $29,750 ($9,750 taxable in-
come for purposes of the surtax plus $20,000 
other capital losses under section 822(c)(6) 
plus the portion of capital losses allowable 
under subchapter P of $10,000 minus capital 
gains under subchapter P of $10,000).

(h) Special deductions. Section 
822(c)(7) allows a mutual insurance 
company the special deductions pro-
vided by part VIII (section 241 and fol-
lowing), except section 248, subchapter 
B, chapter 1 of the Code, relating to 
partially tax-exempt interest and to 
dividends received.

§ 1.822–2 Real estate owned and occu-
pied. 

The limitation in section 822(d)(1) on 
the amount allowable as a deduction 
for taxes, expenses, and depreciation 
upon or with respect to any real estate 
owned and occupied in whole or in part 
by a mutual insurance company sub-
ject to the tax imposed by section 821 
is the same as that provided in the case 
of life insurance companies by section 
803(h). See § 1.803–5.
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